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Discussant's Response to "The Auditor's Role:
The Philosophy and Psychology of Independence
and Objectivity"
J. Donald Warren, Jr.
Coopers & Lybrand
After reading Professor Gaa's paper for the third time, I continued to struggle with the notions presented:
• The role of the auditor in society and his or her social contract to
society.
• The necessity for the auditor to have an independent state of mind in
fulfilling his or her responsibility to society.
• The relationship of moral "expertise" to the auditor's social contract
with society.
• The auditor's education and training and their impact on the interpretation of ethical dilemmas.
• The multiplicity of rules imposed upon the auditor and the resulting
barriers in assisting an auditor in arriving at "subjective" judgments in
ethical situations.
The conclusions reached in Professor Gaa's paper lend themselves—as recognized by the professor—to additional research on "moral expertise", which
may result in a change in the accounting curricula. One observation in the paper
that "academic research in the ethics of the public accounting profession hardly
exists" certainly verbalizes the obvious. The public accounting profession has
dealt with the subject of ethics as it has other issues facing the profession: when
faced with an issue in an area, the accounting profession has a history of being
reactive. In other words, the profession reacts by issuing detailed rules, particularly in the ethics area.

An Accountant as a Technician
In addressing Professor Gaa's paper, I believe it would be beneficial to
establish a framework of one possible view of an "accountant". I will use the
term "accountant" to represent a member in public accounting and frequently
referred to as an "auditor." The view presented is not intended to be allinclusive, but only to provide some perspective of an accountant's background
which may lend itself to some of the observations made by Professor Gaa, particularly in the "Moral Expertise" section of the paper.
The accountant by nature is a technician and deals with a level of preciseness
not generally found in other professions—the double entry system for bookkeeping and financial statements that balance and articulate. The accountant's
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education consists of many courses in accounting which are technical in nature
and have a level of precision again not found in liberal arts curricula. The accountant's training is based upon detailed rules from recording entries in the
books of original entry to the application of generally accepted accounting principles.
The public's perception of the "accuracy" of financial statements likewise
stereotypes the accountant as possessing a level of precision which may be
unwarranted. While the books of original entry do balance and the resulting
financial statements may articulate, there are many management estimates and
judgments which the accountant must consider in his or her examination of the
books and records of a company. Because there are estimates and judgments,
the level of precision of the resulting financial statements lies in the "eye of the
beholder." For example, the opinion as to what is an adequate estimate for an
allowance for doubtful accounts may differ between management and the
accountant. Depending upon the materiality, there may or may not be an adjustment to the allowance which would, in turn, be reflected in the financial
statements. Moreover, the interpretation of generally accepted accounting principles is subject to the judgment of an accountant. In some situations, two
accountants will arrive at a different application of generally accepted accounting principles based upon the same facts and circumstances. In other words, the
age old argument as to whether accounting is a science or an art continues to
haunt the accountant.
The accounting profession, as recognized by Professor Gaa, may be unique
in that it consists of a multiplicity of rules with which the accountant must be in
compliance to be considered an "independent" accountant. Generally accepted
accounting principles are not established within a framework which lends itself
to consistent results during their deliberative process by an authoritative body.
This is evidenced by the number of times that an accounting issue such as business combinations or leases has been addressed by the authoritative bodies. The
accounting profession has various layers recognized as "GAAP" in the United
States. The Auditing Standards change over time as a result of events impacting
the profession. Ethics are consistently refined based upon various facts and circumstances (both internal and external) and the dynamics of our profession. For
example, a recent change by the American Institute of Certified Public
Accountants (AICPA) in the independence rules concerning loans from clients
has narrowed the loans that are permissible. This change was initiated due to
media and regulatory reactions to a situation involving a financial institution
and partners of its accountant.
In summary, the accountant through his or her education, training and on-job
experience deals with a set of rules which have been characterized as "cookbook"; however, the "so-called cookbook rules" are reflective of the accountant's ever-changing environment. This background may contribute to why an
accountant may not score well on the P-score as discussed in Professor Gaa's
paper, because ethics are not subject to detailed rules and require subjective
judgment.

Integrity And Objectivity
The notion of the social contract between the accountant and public is pervasive in Professor Gaa's paper. This contract places the accountant in a fiduciary
role with the public. In other words, the accountant should act in the best
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interest of society, irrespective of his or her self-interest.
The public looks to the accountant to provide an "independent" examination
of a company's financial statements and to express an opinion as to whether
such financial statements fairly present the financial condition of the company.
The public relies on the accountant's technical expertise in accounting and
auditing and likewise relies on the "moral" expertise of the accountant as well,
i.e., the accountant is expected to execute his or her social contract in an impartial, objective, honest and knowledgeable way. In essence, what the accountant
is selling is his or her objectivity and integrity, i.e., independence.
Objectivity and independence are addressed in the Code of Professional
Conduct of the AICPA. They are discussed under Article IV—Objectivity and
Independence as follows:
A member should maintain objectivity and be free of conflicts of interest
in discharging professional responsibilities...[and] should be independent
in fact and appearance when providing auditing and other attestation services.
When one reviews the AICPA's ethics interpretations, such interpretations
have evolved over time to focus on the notion of independence in appearance, a
subjective concept. This notion is also prevalent in the Securities and Exchange
Commission (SEC) independence requirements and the related SEC staff independence correspondence. In other words, the interpretations of independence
attempt to place the interpreter in the position of an unbiased person who, when
presented with the facts, would arrive at the conclusion that the accountant
would appear to be independent. While independence in fact is considered,
independence in appearance has clearly dominated the interpretations of independence since the early 1970's.

AICPA Special Independence Committee
The AICPA established a Special Committee on Independence in 1990. This
Committee has focused on the preponderance of detailed rules dealing with
independence and the past practice of interpreting the AICPA and SEC independence rules based upon appearance. The Committee has suggested that independence be viewed from the perspective of a prudent person given the facts of the
situation. It recognizes that independence is both a state of mind and a matter of
character. These conditions can be interpreted as "moral" as contemplated by
Professor Gaa's paper.
In a draft of the independence concepts, the Committee noted that detailed
rules do not have a significant influence on an individual's state of mind or
character and are not effective in motivating individuals to strive to meet the
highest standards in their personal or professional behavior. The Committee
notes that detailed rules convey a negative message because their focus is on
proscribing specific behavior.
The Committee has recommended that the present independence rules and
interpretations be replaced with three broad principles:
• The audit firm and the auditor should be financially independent of the
client.
• An auditor should not audit the results of decisions that are those of the
auditor or the audit firm and that were not reviewed, understood and
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accepted by management.
• The audit firm and the audit client should not be adversaries in litigation that is significant to the audit firm.
The Committee envisions that some type of broad statements would supplement the three broad principles and that the focus of such statements would be
on independence in fact.

Conclusion
In my prior comments, I have attempted to set forth reasoning as to how the
accountant's background (education, training and on-job experience) may result
in the accountant attempting to apply in a particular situation detailed rules
which he or she has applied over his or her professional career. With the interpretation of each situation, an accountant will develop a database over time
which will impact subsequent decisions on ethical matters such as independence.
I have also attempted to place the notion of independence in some perspective, namely that the notion of independence has evolved from one that was
based on fact to one based on appearance. Appearance is much more subjective
and does not lend itself to detailed rules. It is based upon a person's life experiences. The education and training of an accountant is not based upon subjective
studies, but on procedures which do not generally lend themselves to subjective
judgments. For example, the accountant is trained in the double entry system of
accounting.
Professor Gaa's paper raises some interesting questions for future research
and education and training in the area of accountant's ethics. One might envision the accounting curricula including a course based upon case studies in
ethics to broaden the accountant's perspective. These case studies may provide
the accountant with a broader base to evaluate whether a situation is "morally"
ethical and whether he or she is fulfilling the social contract to the public.
Before pursuing the above course, it would be well to perform research in the
area of "moral expertise" to determine its applicability to the accounting profession. Questions which might be addressed in research are:
• How should "moral expertise" be defined?
• How is "moral expertise" recognized in actual behavior?
• How should concepts of "moral expertise" for accountants be related to
concepts of "moral expertise" of others?
• How expert must accountants be in the "moral point of view"?
• What are the implications for education of accounting students, firm
selection and retention policies, and staff training programs?
In conclusion, addressing ethics, particularly objectivity and independence,
is not an easy task. These are concepts which have been with the accounting
profession since its inception. Until parameters are established under which
independence and ethics can be addressed, the multiplicity of rules will continue to expand because each is written to address specific facts and circumstances. The AICPA Special Independence Committee's three broad principles
are an effort in the right direction. These principles would provide a basis for
"moral expertise" because they are not envisioned to be embedded in detailed
rules.
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